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Controlling The Federal Debt 


by HerBert J. MILLER Executive Director, Tax Foundation 


EARLY everyone voices worry over the increasing Federal debt. The disaster at the end of the 
fiscal road we are traveling is pictured so constantly by group and individual pronounce- 
ments that there is growing wonderment why we cannot manage our financial affairs to make 
more debt unnecessary. Before this wonderment generates a craven acceptance of the idea that 


controlling debt is hopeless, the source of our 
fiscal danger must be identified. 


What is the source? The stock answer is that more 
people support than oppose spending financed by 
borrowing, and that Congress is responsive to this 
decision. 


Behind easy generalizations lies the real source 
of our dangerous debt situation: there is no place 
in Congressional procedures where the authorization 
of expenditures is related to income from taxes or 
to the incurring of debt. Where and when can a 
member of Congress exercise his right to oppose, or 
assume his responsibility for incurring government 
debt? Virtually the only time a congressman or sen- 
ator has a chance to act on the specific question of 
incurring debt is when he votes “yes” or “no” on 
an increase in the statutory debt limit. The effec- 
tiveness of even this procedure has been uncertain. 
To appraise it requires a short explanation of Fed- 
eral debt control from World War I to the present. 


Prior to World War I Federal debt was a minor 
problem. On July 1, 1914, the interest bearing debt 
was less than $1 billion. At this time Federal debt 
could be created only by a specific Act of Congress, 


and the purpose which the debt was to finance was 
identified. 


Due to the fiscal needs of World War I, this pro- 
cedure was revised and the Secretary of the Treasury 
was given blanket authority to borrow, subject to an 
over-all limit imposed by Congress. This statutory 
limit was raised successively from $11.5 billion to 
$20 billion, to $28 billion, to $37 billion, and then 
to $37.5 billion in 1921. It was raised to $45.5 
billion in 1931, $48 billion in 1934 and then re- 
duced to $45 billion in 1935. In 1940 it was raised 
to $49 billion, in 1941 to $65 billion, in 1942 to 
$125 billion, in 1943 to $210 billion, in 1944 to 
$260 billion, in 1945 to $300 billion. It was reduced 
in 1946 to $275 billion and a change was made in 
computing the debt covered by the limitation. Last 
year the Administration requested that the $275 bil- 
lion limit be raised to $290 billion. The House 
agreed but the Senate Finance Committee blocked 
passage of the bill. 

While there has been some challenge of the legal 
effectiveness of this limitation, an argument of some 
practical logic is that a Congress which has voted 
an expenditure and tax program requiring addi- 
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tional debt is thereby obligated to raise the statutory 
debt limit in such amount as is found necessary. This 
view was expressed by the Secretary of the Treasury 
in 1946, as follows: 


“The amount of the public debt is a residual 
figure. Changes in it come about only after the 
Treasury has taken into account all of the gov- 
ernment’s receipts from taxes and other sources 
in relation to the volume of expenditures that 
have been authorized by Congress. . . . In the 
final analysis, therefore, it should be clearly under- 
stood that the amount of the public debt is de- 
termined by Congress and is the end result at 
the Treasury of the appropriation and the reve- 
nue legislation. . . . 


“This does not mean to say that I am against 
having a debt limit. On the contrary, the Treas- 
ury has alway believed—and I too have believed 
both when I have been in and out of the Treasury 
—that a debt limit is a good thing to have. 


“The point that I want to make is only that the 
limit in itself does not reduce the debt, and that 
the limit should not be set so low that it will 
remove from the Treasury some of the flexibility 
that it needs in current public debt management 
operations.” + 


Issue Becomes Clouded 


Thus, at the one point in the fiscal procedure 
where Congress faces up to the problem of debt, the 
issue is clouded by the fact that at such time it is a 
residual issue of prior splintered actions of the 
Congress on expenditures and taxes which were not 
related to the incurrence of debt. The fact, however, 
that it is the one place where the debt issue is raised 
explains the significance some members of Congress 
attach to the statutory debt limit. 


This year, for the first time, the statutory debt 
limit offers some opportunity to affect current fiscal 
trends. Prior increases in the limit were in amounts 
substantially above current needs but the present lee- 
way (about $5 billion) between government debt 
_ outstanding and the statutory limit is small enough 
to offer an opportunity to control not only debt but 
expenditures as well. 

Refusal by Congress to raise the present statutory 
limitation would present some challenging possibili- 
ties for fiscal management by the Executive Branch, 
including adjustments in the authorized expenditure 


1 Statement of Fred M. Vinson, Secretary of the Treasury, 
before the Senate Committee on Finance, on reduction of the 
debt limitation, April 23, 1946, reprinted in Annual Report 
of the Secretary of the Treasury, 1946, pp. 293-294. 
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program. Even if the limitation is raised this year, 
there is growing evidence that some members of Con- 
gress intend to use this limit so as to make debt in- 
crease an issue which Congress should decide an- 


nually. 


U.S. Attitude On Debt 


This explanation of the existing Congressional 
procedure to control debt poses the query, “Is the 
procedure adequate?”, and, if not, “How can it be 
improved?” The answer to these questions requires 
an understanding of the traditional attitude in this 
country toward government debt. That tradition is 
deep rooted. If taxes are levied concurrently with 
public expenditures, the officials responsible for vot- 
ing the expenditures must face the reaction of the 
people both to the expenditures and the consequent 
taxes. If debt is incurred to finance expenditures this 
concurrent review of expenditures and taxes is de- 
ferred, and according to our tradition that can gen- 
erate irresponsible spending. 


Professor Adams expressed our traditional atti- 
tude toward debt very well in his book, Public Debts, 
as follows: 


“As self-government was secured through a 
struggle for mastery over the public purse, so 
must it be maintained through the exercise by the 
people of complete control over public expendi- 
ture. ... Any method of procedure, therefore, by 
which a public servant can veil the true meaning 
of his acts, or which allows the government to 
enter upon any great enterprise without bringing 
the fact fairly to the knowledge of the public, 
must work against the realization of the constitu- 
tional idea. This is exactly the state of affairs intro- 
duced by a free use of public credit. Under ordi- 
nary circumstances, popular attention cannot be 
drawn to public acts, except they touch the pocket 
of the voters through an increase of taxes; and it 
follows that a government whose expenditures are 
met by resort to loans may, for a time, administer 
affairs independently of those who must finally 
settle the account.” 


As a result of this traditional caution, state con- 
stitutions and local charters are replete with limita- 
tions imposed on officials in the incurring of public 
debt. In most of the states, it is far more difficult to 
create debt than to vote expenditures financed cur- 
rently by taxes. Forty state constitutions generally 
require either an amendment to the constitution or 


*H. C. Adams, Public Debts, D. Appleton & Company, 
New York, 1887, pp. 22-23. 
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a vote of the people to authorize debt beyond certain 
specified amounts, except for such purpose as repell- 
ing invasion. Three other state constitutions contain 
less stringent procedural restrictions. Only five states 
have no constitutional controls. Despite modifica- 
tions through legal interpretation, these constitu- 
tional restrictions disclose the deep-rooted fear 
among the people of carte blanche authority for their 
officials to create debt. 


The Committee on State Government of the Na- 
tional Municipal League has prepared a model state 
constitution which provides as follows: 


“Section 701. Borrowing Power. The credit of 
the state or any civil division thereof shall not in 
any manner, directly or indirectly, be given or lent 
to or used in aid of any individual association, or 
private corporation. 


“Section 702. Debt Limitations. No debt shall 
be contracted by or in behalf of this state unless 
such debt shall be authorized by law for a single 
project or object distinctly specified therein; and 
no such law shall, except for the purpose of repel- 
ling invasion, suppressing insurrection, defending 
the state in war, meeting natural catastrophes, or 
redeeming the indebtedness of the state outstand- 
ing at the time this constitution is approved, take 
effect until it shall have been submitted to the 
qualified voters at a regular election and have 
received a favorable majority of all votes cast 
upon such question at such election; except that 
the state may by law borrow money to meet ap- 
propriations for any fiscal year in anticipation 
of the collection of the revenues of such year, but 
all debts so contracted in anticipation of revenues 
shall be paid within one year.” * 


Keep State Debt Down 


The effect of state constitutional restrictions on 
debt is of interest. The Tax Foundation, in a forth- 
coming study on constitutional debt limitations, 
notes that the average per capita debt of the 20 states 
which require a constitutional amendment to incur 
debt was $43.24 in 1953. (If the nine of this group 
which had approved veterans’ bonuses were ex- 
cluded, the average would have been $11.82.) The 
average per capita debt for the 20 states which re- 
quired a vote of the people was $49.46. In contrast, 
for the eight states where there are either no consti- 
tutional restrictions or minor ones, the average per 


capita debt was $77.18. 
3 National Municipal League, Model State Constitution, 
New York, 1948. 


The traditional state concern for safeguarding 
their incurrence of debt, evidenced by many consti- 
tutional restrictions, has no parallel in the Federal 
government where incurring debt is as easy as pass- 
ing a bill. The U.S. Constitution has no direct restric- 
tion on debt and Congressional procedures are nearly 
as delinquent. May not this be a source of our fiscal 
danger, the presence of which is so universally em- 
phasized ? 


To what extent was the easy road toward Federal 
debt responsible for the expenditures by the Federal 
government during the depression of the 1930's? 
Was it a road made to order for those who thought 
government debt was a way to finance expenditures 
to boost buying power of the people by deferring 
taxes, and that this course was sound because we 
owed the debt to ourselves? Did lack of debt con- 
trol encourage the belief that government could sup- 
port the people by mortgaging future taxpayers? 
How many of these expenditures would have been 
tolerated if taxes had been levied concurrently? 


There may be no sure answer to these questions, 
but it is certain that the ease with which the Federal 
government can create debt has encouraged both 
civilian and military expenditures. Even now, in a 
period of high economic activity, it is proposed that 
the Federal government should initiate a program of 
aid for education because the states and local gov- 
ernment have restrictions on incurring debt and the 
Federal government does not. Would this and other 
Federal aid programs be accepted so inertly if we 
moved out from behind the camouflage of Federal 
government debt, and we recognized we had to pay 
for such aids by taxes? 


One argument against recent proposals to put con- 
stitutional controls on Federal debt is that such re- 
strictions are proper for local government and even 
the states, but that the Federal government is sov- 
ereign and must be free to borrow. This has been 
suggested as a reason why our Founding Fathers 
did not put debt controls in our Constitution. It may 
be more reasonable to recognize that the present 
areas of Federal expenditure were not even visu- 
alized when the Constitution was written. It is most 
likely that the Founding Fathers thought they had 
so restricted Federal operations that there would be 
no need for debt control. It may be that they also 
assumed that the market place for government secur- 
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ities would control debt, not realizing that a Federal 
Reserve System would provide a controlled market. 


A misapprehension found in some opposition to 
constitutional restriction on Federal debt is that a 
definite dollar limitation is the sole objective. With 
our monetary experience in war and inflation, it 
would be unrealistic to put such a dollar limit in the 
Constitution. But accepting this view does not pre- 
clude other proposals which control debt incurrence 
rather than limit the precise amount of debt. 


One provision found in some state constitutions is 
that more than a majority of the legislative body 
must approve incurrence of debt. If Federal debt is 
demanded on the grounds of emergency needs, it 
should not be too restrictive to require a two-thirds 
majority of the Congress to approve the debt (which 
majority is required to pass a bill over a presiden- 
tial veto). Other proposals would require identifica- 
tion of the purpose for which debt is to be created 
and insurance that the debt issue is specifically and 
annually faced by the Congress. 


Opposition to constitutional provision does not 
bar consideration of statutory methods to improve 
our debt control procedures. Many such improve- 
ments have been offered but few have been chosen. 
One such has fallen into disuse even though it is 
still on the statute books. In 1946 a joint committee 
of the Congress was created to recommend improve- 
ments in operations to enable Congress to better 
meet its responsibilities under the Constitution. In 
the report on strengthening fiscal control it was 
stated : 


“Control over revenues and expenditures is di- 
vided not only between the House and Senate, but 
also within each House between its revenue and 
appropriating committees. Neither of the two 
appropriations committees imposes any over-all 
limitations upon its total appropriations before 
the individual supply bills are voted on by the 
Houses. Nor do they attempt to coordinate appro- 
priations with revenues so as to fix an over-all 
fiscal policy for the year. 


“With this divided authority existing not only 
between the appropriation committees of each 
House, but also among their many subcommittees, 
and among the revenue-raising committees, how 
could Congress have a general fiscal policy or 
follow it if it had one? ... 


“Your committee believes that only through 
the determination each session of a definite con- 
gressional policy on fiscal matters limiting the 


total amount to be appropriated can aggregate 
income and expenditures be properly related.”* 


The committee then recommended that a legis- 
lative budget be adopted annually by the Congress. 


While a legislative budget was later incorporated 
in the Legislative Reorganization Act, it never was 
effective and is now ignored. Conceding basic faults 
in the proposal as adopted, it is plain that Congress 
at least recognized that it has no procedure which 
gives a Member of Congress the right, or imposes 
the responsibility, to vote annually on the issue of 
creating government debt. Under present procedures 
the responsibility, official or unofficial, for incurring 
debt is about as nebulous as the identity of the tax- 
payers who must some day pay the bill. 


It would be misleading, however, to infer that cur- 
rent taxpayers are escaping the entire burden of ex- 
penditures financed by government debt. Many have 
paid a cruel price through inflation and a loss in the 
purchasing power of their savings. The further use 
of inflation to lessen the impact of a growing debt 
is not comforting as a prospect. Moreover, the huge 
interest on the debt must be met annually, although 
we can and have borrowed to pay interest costs. In 
the Executive budget for this fiscal year the interest 
on the Federal debt ($7 billion) is the largest item 
except for national security expenditures. 


The extent to which our government policies re- 
flect this mania of authorizing expenditures to win 
favor (and power) and deferring the cost to a future 
time so as to not generate disfavor should be a warn- 
ing of the speed with which we are pursuing our 
dangerous course. 


Voting for everything today which can be financed 
by mortgaging the future is as sure a path to disaster 
as history and an understanding of human nature 
can offer. Yet in the Federal fiscal procedure this 
issue is not related to the voting on authorized ex- 
penditures or tax levies, which are the determining 
factors in debt creation. The Federal government 
needs fiscal procedures by constitutional and/or 
statutory mandates which make the incurrence of 
debt an issue in each fiscal year and relate that issue 
to expenditures and income. Without such our Ship 
of State will have too much sail and not enough 
anchor. 





* Report of the Joint Committee on the Organization of 
Congress, United States House of Representatives, 79th 
Cong., 2nd Sess., Organization of the Congress, pp. 18 and 19. 











